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Economic Indicators 


(Millions of U.S. dollars unless otherwise indicated) 
(Rate of change calculated before conversion to U.S. dollars) 


1978" 1979° 


—— 


1977" 
Population at Mid-Year (Millions) 14.6 15.2 15.8 
GOP.at Constant (1976) Prices 3,497.5 4,008.0 4,166.9 
Per Capita GDP at Constant 
(1976) Prices (Dollars) 239.6 263.7 263.4 
GDP at Current Prices 4,127.4 4 833.5 5,381.4 
Per Capita GDP at Current 
Prices (Dollars) 282.7 318.0 340.6 
Gross Fixed Capital Formation 
at Constant (1976) Prices 885.4 1,111.3 1,039.9 
Gross Fixed Capital Formation 
at Current Prices 981.2 1,389.2 1,445.9 
Money Supply (M-2) (Dec. 31) 1,907.8 2,233.8 
Commercial Bank Credit 
Outstanding (Dec. 31) 1,422.1 1,660.2 
Treasury Bill Interest Rate 
(Dec. 31) , 6.80 60 
External Public Debt (Jun. 30) ‘ 655.7 705. 
Debt Service Ratio* 5 5.5 
Balance of Payments 
Exports 1,069.5 
of which to United States 50.1 
Imports 1,786.8 
of which from United States ; 2.4 
Trade Balance -717.3 
Current Account Balance -682.4 
Capital Transactions Balance 5 +462.2 
Foreign Exchange Reserves (Dec 31)” 360.4 
Import Price Index (1976=100) 114 
Export Price Index (1976=100) 120 
Consumer Price Index (Dec. Nairobi) 
(January-June 1975 = 100) 145.1 
Industrial Production Index 
(1976=100) 130.5 
Electric Power Consumption 
(Million kWh 1,370.5 
Energy Consumption (000 Tons 
Oil Equiv.alent 2,004.3 
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1977" 1978" 1979" 


Domestic Energy Production (Per- 

cent of Total Energy Consumption) 8.9 12.8 ‘ 
Employment in Modern Sector (000) 902.9 911.6 972.3 
Earnings in Modern Sector (000) 1,085.3 1,305.4 1,535.4 


ECONOMIC REFERENCES: Economic Survey, Central Bureau of Statistics, 
Ministry of Economic Planning and Development (MOEPD); 
Statistical Abstract 1979, MOEPD; 1979/80 and 1980/81 
Estimates of Revenue, Recurrent Expenditures, and 
Development Expenditures, Ministry of Finance. 


NOTES: 


* Service Charges as a Percentage of Exports of Goods and Services 
** SDRs and Foreign Reserves/Liabilities (Other than IMF) and Total 


Net Foreign Reserves of the Central Government 


Revised 
Preliminary 





SUMMARY 


The Kenyan economy had a poor year in 1979. The gross domestic product (GDP) at 
constant prices was held to a 3.1 percent rate of growth, which is among the lowest 
recorded during the past decade and substantially below the peak growth of 8.8 percent 
achieved in 1977. The principal factors contributing to slower growth during the year 
were the continuing relatively low world market prices for coffee and tea, difficulties 
in the agricultural sector, rapidly increasing prices on imports, especially crude 
petroleum prices, and the impact of foreign exchange controls imposed at the beginning 
of the year. 


The agricultural sector, which accounts for one-third of GDP, posted a second 
consecutive year of declining production, falling 1.2 percent in real terms during the 
year. The manufacturing sector continued to grow, but at a significantly reduced rate 
of 7.1 percent compared with rates of 12.6 percent in 1978 and 15.9 percent in 1977. 
Tourism, the third largest private sector in the economy, also recorded real declines as 
a larger number of arrivals was more than offset by a continued reduction in the 
average amount spent by each visitor. Inflation moderated in the face of reduced 
economic activity but began to accelerate again as the year drew to a close, at least 
partly as a result of a sustained high rate of money supply growth juxtaposed to the 
stagnating supply of goods and services to the economy. 


The import restrictions imposed in late 1978 accounted for a decline in both the volume 
and value of imports. At the same time, a modest decline in export volume was more 
than offset by an increase in prices of reexported petroleum products refined in 
Mombasa. The result was a moderate reduction in the previous year's huge balance-of- 
trade deficit. ($565 million) 


The continued balance-of-payments difficulties facing Kenya, coupled with impending 
shortfalls in government revenue caused by reduced levels of economic activity, have 
resulted in a massive reassessment of the goals of the 1979-83 development plan, which 
were set in early 1979. The Government of Kenya estimated in April 1980 that the real 
rate of economic growth during 1979-83 would average 5.4 percent annually, rather 
than the plan's original goal of 6.3 percent. Statistics that have become available as of 
June covering the performance of the economy during late 1979 and early 1980 indicate 
that even the revised growth estimates may be overly optimistic. It is no great surprise 
that the generally unfavorable international economic trends affecting most non- 
oil-producing nations, and particularly those in the developing world, are having a 
negative impact on the performance of the Kenyan economy. A resurgence in world 
coffee prices would go a long way toward easing Kenya's problems. However, coffee 
— levels are highly sensitive to events in Brazil, particularly the severity of winter 
rosts. 


Agriculture: Declining Output Slows Economic Growth 


Eighty-five percent of Kenya's population is engaged principally in agriculture. That 
sector generally sets the pace for the economy as a whole, and 1979 was no exception. 
Continuing a decline from the "coffee boom" years of 1976 and 1977, GDP rose only 3.1 
percent in real terms in 1979 compared with 5.7 percent during the previous year. 
Agricultural output declined by 1.2 percent, continuing a trend begun in 1978. That 





decline, which was concentrated in coffee, tea, and maize production, was caused by 
insufficient credit to farmers, unclear pricing policies, weak world tea prices, and some 
weather difficulties. Receipts by marketing boards fell by 3.9 percent, with a 1.8 
percent decline in volume, and the percentage of GDP attributable to agriculture fell 
from 36.0 to 34.6. A fall of about 6 percent in the sectoral terms of trade reflects the 
more rapid rise in prices paid by farmers than in those received by them. New credit 
extended to farmers by non-bank financial institutions fell by 31 percent, with the most 
efficient, large-scale farmers suffering a 67 percent cut. Commercial bank farm 
lending declined by 4 percent during the year. The decline in credit availability directly 
affected purchases of seed and fertilizer, with resulting reductions in the size of 
harvests. 


Coffee production fell for the second consecutive year to 75,082 tons, a decline of 11 
percent, which was the lowest volume since 1975. Prices were slightly higher during 
the year, but remained almost 30 percent below the peak levels of 1977. The 
production of tea, however, continued the steady growth in volume that has been 
recorded for the past several years, rising by 6.3 percent to 99,275 tons. Unfortunately, 
prices fell by almost 14 percent, resulting in a substantial decline in the value of 1979's 
production. The estimated 16.5 million bags of maize marketed during the year was 
also the lowest volume since 1975, and together with poor controls on exports, has 
caused serious shortages of maize in 1980. 


On the positive side, wheat production posted a new record of over 200,000 tons, as did 
sugar cane at over 3 million tons. Sisal output recovered moderately from the 
depressed levels of the previous 3 years, and cotton production remained at the high 
level of 1979. The pyrethrum harvest stabilized, although at a level greatly depressed 
from 1975 production. Finally, increased prices for exported horticultural products 
resulted in foreign exchange earnings of over $26 million on slightly increased volume 
over the previous year. 


Manufacturing: Domestic Demand Lags 


Domestic demand stagnated in 1979, principally due to the reduced earnings of the 
agricultural sector. Other problems, during the year were in connection with Kenya's 
international trade position and included collapse of the Ugandan market, continued 
inaccessibilityof southern African markets due to the closure of the Tanzania border, 
and reduced availability of some raw materials due to import restrictions. The 
manufacturing sector managed to post growth of over 7 percent in spite of these 
difficulties, although that rate of growth was substantially below those recorded in the 
3 previous years. Value added in manufacturing operations increased by more than 13 
percent at current prices. The sector continued to be one of the fastest growing in the 
economy, with a GDP share of 13.2 percent in terms of constant (1976) prices, up from 
12.7 percent in 1978. 


Output in the printing and publishing, sugar and confectionary, and basic industrial 
chemicals industries was up sharply, followed by the clothing, rubber, and plastics 
industries. The only industries showing substantial declines were bakery products, meat 
and dairy products, and leather and footwear, each of which suffered some raw 
materials supply problems with the agricultural sector. Machinery production also 
declined moderately. 





Kenyan manufacturers made some progress in developing new markets for their goods, 
an accomplishment reflected in the 19 percent rise in exports of manufactured 
products. When petroleum products are excluded, the increase comes to just over 25 
percent. This performance becomes even more impressive when the collapse of the 
Ugandan market, due to that country's civil war and subsequent turmoil, is taken into 
account. Any recovery there will add fuel to Kenya's export drive in manufactured 


Tourism: More Visitors Spend Less 


Total visitor arrivals increased by 6.2 percent to 383,100 in 1979, with roughly 
three-quarters of that figure accounted for by vacationers. Tourist receipts actually 
fell in real terms due to the increasing proportion of package tours in the Kenyan 
tourist industry. The average package tour visitor spends considerably less money than 
does the independent tourist during the period of stay in Kenya. The growth rate in the 
sector may well rebound when the structural shift to package tours is completed. 


Two-thirds of the tourists came from Europe, principally West Germany, the United 
Kingdom, Switzerland, Italy, and France. The number of tourist arrivals from North 
America declined steadily from 1972 until 1978, but recent efforts by the Kenyan 
Government to develop the North American market appear to have borne fruit. During 
1979, arrivals from that continent rose 13 percent. European arrivals were up by only 2 
percent. 


Energy: Oil Continues To Dominate 


Higher fuel prices and the less buoyant economy resulted in growth of energy 
consumption of only 2 percent during the year, down from a 7 percent increase in 1978. 
The Kenyan Government has made efforts during the past few years to reduce the role 
of petroleum products in the domestic energy picture. Those efforts have earned some 
success, with consumption of petroleum products in 1979 only 7 percent above 1976 
levels, even though GDP at constant prices has grown 20 percent during the same 
interval. Nevertheless, oil still constitutes 82 percent of total primary energy 
consumption in the country, with hydroelectricity and coal accounting for only 17 and 1 
percent respectively. While oil consumption can be expected to rise more slowly in the 
future than the economy as a whole, the prospects for substantially reducing the 
dominance of oil remain poor. Kenya presently generates 85 percent of its electricity 
from hydroelectric sources. Further expansion in that area and the development of 
geothermal sources could remove oil from the electrical generating scene altogether 
within the next decade. That savings, however, would equal only about 2 percent of 
total 1979 oil consumption. Additionally, the continued lack of alternatives in the 
industrial and transportation sectors puts a real limit on how far the Kenyan economy 
can be moved away from petroleum as the central source of primary energy. 
Therefore, Kenya will continue to be vulnerable, as are most developing nations, to oil 
supply disruptions. Similarly, purchases of crude petroleum will continue to place a 
— = on the balance of payments, absorbing more than the total export earnings 
rom coffee. 





Investment: Continues At Reduced Level From 1978 


Total investment fell by 17 percent during 1979, figured in current prices, from the 
previous year's record $1.65 billion to $1.38 billion. Approximately 60 percent of that 
amount was financed by domestic savings, which declined for the second consecutive 
year as the "coffee boom" money for 1977 and 1978 was depleted. External loans and 
grants, which account for the remainder of investment, also dropped during the year. 
As a result, investment as a proportion of GDP fell to 22.4 percent. That rate is 
slightly below the 1970-79 average of 24.1 percent. Investment in the manufacturing 
industry centered on factory expansion and construction and continued in spite of the 
unfavorable economic conditions due largely to the activities of the various parastatal 
investment financing agencies. 


Government Fiscal Policy: Deficits Continue 


The central government budget for FY 1981 (July-June), which was announced in June 
1980, reflects the fact that Kenya's economic prospects now appear much more austere 
than when the current development plan (1973-83) was approved. Lower than expected 
revenue growth has necessitated a cut in government expenditure during the 4-year 
period of the plan from the original $8.5 billion to a more feasible level of $7.5 billion. 
However, the reductions have been made more heavily in the development budget (down 
17.6 percent) than in recurrent expenditures (4.8 percent). The cut in planned 
government-financed capital formation is a result of the need to reduce foreign 
commercial borrowing, which has become much more expensive than originally 
anticipated. 


During the 1979/1980 fiscal year, the recurring account surplus of the central 
government rose to $187 million from the previous year's $63 million. While final 
figures have not yet been calculated as of this writing, development and investment 
expenditure probably will not exceed $580 million, leaving a deficit of roughly $390 
million to be financed by government borrowing and foreign grants (estimated at $49 
million for the year). The substantial improvement over the FY 1979 deficit of $532 
million will allow the Government to reduce the amount it is forced to borrow from 
$500 million ($223 million of which was in the form of external loans) to roughly $380 
million ($227 million external) in the year ending June 30, 1980. The fiscal year 1980 
deficit would have been over $100 million higher except for the fact that the various 
ministries were unable to expend all of their budgeted development funds during the 
year. 


The proposed FY 1981 budget provides for substantial increased amounting to over $225 
million in customs duties and sales taxes in an effort to close the deficit, and reduce 
government borrowings. The Ministry of Finance also expects foreign grants and loans 
to increase during the year to $292 million, allowing the Government to completely 
forego external commercial loans, and finance the remainder of the deficit with 
approximately $110 million of domestic borrowing. 


Balance Of Payments: Some Improvement 


At a deficit of $563 million, the balance of trade remains unsustainable, although 
improved over the record deficit of 1978. Reversing the trends of the previous year, 





imports declined 6.3 percent while exports rose by 4.3 percent. An advance import 
deposit scheme, instituted in late 1978 and removed in late 1979, was principally 
responsible for the reduced level of imports. On the export side, a decline in the value 
of coffee and tea exports due to smaller coffee volume and lower tea prices, was more 
than offset by increases in exports of maize, petroleum products, hides and skins, and 
some chemicals. 


The average price of Kenya's imports increased by 15.8 percent during 1979, up from a 
5.6 percent increase during the previous year. The greatest increases occurred in 
chemicals and petroleum, with non-oil items averaging a 10.9 percent rise. However, 
the prices of Kenya's agricultural exports fell by an average of 4.9 percent. For all 
exports taken together, the average change was an increase of 6.7 percent, resulting in 
a drop of 7.6 percent in Kenya's terms of trade, which finished 1979 in the worst 
position since 1975. 


In terms of volume, rather than value, both imports and exports declined during the 
year, and the current account deficit narrowed by $202 million, with almost the entire 
improvement in the visible balance-of-merchandise transactions. Net capital inflows 
increased by $218 million, mostly in short-term and government long-term movements. 
Additionally, the central bank's holding of Special Drawing Rights (SDRs) increased in 
July 1979 with the receipt of the equivalent of 33.3 million Kenya shillings, which is 100 
percent of Kenya's quota with the IMF under the Compensatory Financing Facility. The 
net result in balance of payments for the year was an overall surplus of almost $200 
million compared with a deficit of $220 million in 1978. Foreign exchange reserves rose 
by $275 million (75.9 percent), with more stringent foreign exchange controls and 
external borrowing cited as the two principal reasons for the increase. 


Inflation And Employment 


Consumer prices in Nairobi increased by 8.0, 7.2, and 10.1 percent for the lower, 
middle, and upper income groups, respectively. While this represented a generally 
reduced rate of inflation from the previous year, the March 1979 to March 1980 
increases (15.1, 12.6, 14.2) indicate a resurgence of inflationary pressure throughout the 
economy. Crude oil price increases as well as government fiscal and monetary policies 
are contributing to the continued high rate of increases in prices. The money supply 
(M-2) increased by 16.1 percent during the year mainly due to a 68.6 percent rise in net 
foreign assets. Domestic credit to the private sector rose by 9.8 percent, and to the 
central government by 7.3 percent. Those relatively modest rates were dwarfed, 
moreover, by the increase in credit to other government bodies of over 100 percent. 


Employment rose in the face of stagnating economic activity by 6.7 percent, to a new 
high of 972,300 wage earners in the modern sector. That increase was almost entirely 
due to a presidential directive to all employers to increase payrolls by 10 percent. The 
actual increases achieved were 5 percent in the private sector and 8.9 percent in the 
public sector. The relatively smaller increase in the private sector was due to a rise of 
only 2.5 percent in wage employment in the formal component of the agricultural 
sector. 





Outlook For 1980 


The balance of payments remains the key area of concern in 1980. Continued oil price 
increases will substantially raise prices of imports, and the relaxation of restrictions in 
late 1979 could result in increased volume. Only partially offsetting that situation will 
be an anticipated increase in coffee export earnings, increases in the price of petroleum 
products exported from the Mombasa refinery, and substantially higher customs duties 
on imports. Kenya's intention to forego external borrowing during 1980 will almost 
certainly result in a drawdown of foreign exchange reserves in order to balance 
international payments. 


Food and electricity shortages during the early months of 1980 had a negative effect on 
the level of domestic economic activity, and the continued high rate of population 
growth will make per capita improvements in national income nearly impossible to 
achieve in 1980. The Government has revised the GDP growth forecast down to 5.8 
percent in constant prices, from the original 7.0 percent contained in the development 
plan, which may also be overly optimistic. It remains to be seen whether the fiscal 
measures announced with the FY 1981 budget will be as effective in reducing the 
central government budget deficit as predicted. Regardless of progress in that area, 
however, continued substantial inflation appears likely. Improved tax adminstration to 
reduce tax evasion will help. 


One unknown factor as of the middle of 1980 is the announced government 
"Comprehensive Food Policy." The details of the policy have not yet been released, but 
President Moi has remarked that it will encompass land use, soil productivity, 
technology, prices, farm credit, agricultural research, food storage and distribution, and 
dietary patterns. The policy, if well formulated, could contribute to increased food 
crops and a reduced reliance upon imported food grains in future years. 


IMPLICATIONS FOR THE UNITED STATES 


Kenyan imports from the United States fell 15 percent from the peak level of $111 
million in 1978. That decline reflected the stringent import controls in effect during 
most of 1979. The relaxation of those controls, principally reduction of advance deposit 
requirements, will stimulate imports in general, giving U.S. exporters an opportunity to 
resume the growth trend of recent years. 


Kenya's exports to the United States also declined during the year, but by slightly less 
than 10 percent. That was the second consecutive decline, and was the result of 
continued unfavorable conditions for coffee, which constitutes over half of Kenyan 
exports to the United States. 


In spite of the cutbacks in development expenditures announced in April 1980, there 
remain good opportunities for U.S. sales. Irrigation systems and technologies will be in 
demand for some time to come as an adjunct to Kenyan Government efforts to develop 
the arid and semi-arid areas of the country. The markets for computers and medical 
equipment are growing and should continue to do so as the economy and business 
become more sophisticated and as plans for more and improved health care are 
implemented. Tourism is Kenya's third largest foreign exchange earner, and equipment 
for hotels and restaurants will continue to be in demand. 





Kenya will face economic difficulties during the next few years common to most 
developing nations, but it still offers one of the more attractive investment climates in 
Africa. Private direct investment by U.S. firms approximates $220 million, comprised 
of both manufacturing and sales facilities. Many firms have established regional offices 
in Kenya due to the excellent transportation and communications infrastructure. 
Concessions and protection offered to private investors will not be as generous as in the 
past, but foreign investment will continue to be welcomed, As in years past, priority will 
be given to firms involved in labor intensive, export-oriented industries that utilize 
local raw materials and introduce new technology. 


Trade and investment promotional events presently scheduled by the U.S. Government 
for Kenya include an Overseas Private Investment Corporation mission (October 1980), 
an aviation trade mission (November 1980), an industry-organized plastics trade mission 
(late November 1980), a hotel and restaurant equipment catalog show (March 1981), and 
water resources equipment trade mission (September 1981). For further information on 
these missions or other aspects of doing business in Kenya, contact the nearest district 
office of the U.S. Department of Commerce. 
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